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Summary 



On July 31, 2002, the Federal Energy Regulatory Commission (FERC) issued a 
Notice of Proposed Rulemaking (NOPR) on standard market design (SMD) that is 
intended to remove the remaining impediments to competitive electricity markets . FERC 
expects to issue a final rule in the summer of 2003. The SMD NOPR addresses 
congestion management, long-term resource planning, day-ahead and spot market 
design, and market monitoring and mitigation. Those in favor of the SMD NOPR argue 
that it is necessary to eliminate discrimination in the transmission system and to create 
competitive markets . Opponents argue in part that the NOPR would usurp state authority 
by transferring aspects of transmission, resource planning, and retail rate design away 
from the states. This report will be updated as events warrant. 



Background 

The electric utility industry has been in the process of transformation. During the 
past two decades, technology improvements, changes in the economics for generating 
electricity, and new federal laws and regulations have changed the nature of electric 
generation and created wholesale markets for electricity. As a result, competition is 
occurring on the wholesale level and more than half of the states are moving toward retail 
competition. Between 1989 and 2000, wholesale trade of power nearly tripled to 
represent 40% of the total electricity supply. Congress continues to face the issue of how 
much to intervene to ensure that functioning markets are operating throughout the United 
States. 

As a result of a mandate in the Energy Policy Act of 1992 (EPACT), 1 the Federal 
Energy Regulatory Commission (FERC) issued Order 888 and its companion Order 889 
in April 1996. These Orders required investor-owned utilities to open up their 



1 P.L. 102-486. 
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transmission systems on a nondiscriminatory basis to any power supplier. 2 FERC 
recognized that Orders 888 and 889 did not completely eliminate unfair discriminatory 
business practices. 

As a result, Order 2000 attempted to address remaining issues related to 
nondiscriminatory access to the wholesale transmission system. 3 The Order encourages 
transmission owners to join Regional Transmission Organizations (RTOs) that would 
maintain independent grid oversight and eliminate utilities’ ability to exert control over 
transmission lines. FERC has approved three RTOS, the Midwest Independent System 
Operator (MISO), RTO West and PJM Interconnection, LLC. Several other RTOS have 
been conditionally approved by FERC. 4 

However, many have asserted that discrimination still exists in wholesale electric 
markets and that a wholesale electric market design is needed to provide a level playing 
field for all market participants. According to FERC, many recent cases demonstrate that 
discrimination still occurs in the wholesale electric markets: Transmission owners favor 
their own generation; inconsistent transmission rules exist that allow utilities to limit 
some transactions while lowering costs for others; different tariffs and rules between areas 
increase costs for interregional bulk power transfers ; and vertically integrated utilities can 
interrupt their competitors’ transmission transactions to address system reliability, while 
protecting their own affiliates’ generation and transmission flows. 5 

Notice of Proposed Rulemaking 

On July 31, 2002, FERC issued a Notice of Proposed Rulemaking (NOPR) on 
standard market design (SMD) (Docket No. RM01- 12-000). 6 FERC’s stated goal of 
establishing SMD requirements in conjunction with a standardized transmission service 
is to create “seamless” wholesale power markets that allow sellers to transact easily across 
transmission grid boundaries. Currently, seams issues occur when there are different 
transmission rules and power market rules across a public utility or regional transmission 
organization boundary. Under the SMD, bilateral contracts would form the basis of the 
power market. These contracts would be supplemented with a spot market for energy and 
ancillary services. The proposed rulemaking would create a new tariff under which each 
transmission owner would be required to turn over operation of its transmission system 
to an unaffiliated independent transmission provider (FTP). The FTP, which could be an 



2 Order 888 can be found at: [http://www.ferc.gov/news/rules/pages/order888.htm]. 

Order 889 can be found at: [http://www.ferc.gov/news/rules/pages/order889.htm], 

3 Order 2000 can be found at: [http://www.ferc.gov/news/rules/pages/RM99-2A.pdf]. 

4 A map of the RTO geographic boundaries as well as FERC RTO orders can be found at : 
[http ://f ere . gov/Elec tric/rto/post_rto .htm] . 

5 FERC SMD 101 Document, can be found at: 

[http://ferc.gov/Electric/rto/Mrkt-Strct-comments/nopr/SMD101.pdf]. 

6 The SMD NOPR can be found at: 

[http://www.ferc.gov/Electric/RTO/Mrkt-Strct-comments/nopr/Web-NOPR.pdf]. 




